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Abstract 
Research in quantitative management decision behavior using financial measures is a rapidly growing field. The issue 
whether and how managerial characteristics and decisions affect corporate behavior and stock performance has 
investigated in previous research in literature. Recently, many researchers have been pointing out some criticisms to 
the application of strategic investment decisions and their effect on firm’s financial situation. These decisions may 
include restructuring, new process technology, organization change, technical projects, joint ventures, diversification. 
The purpose of this study is to investigate the stock market reaction to public announcements of corporate strategic 
investment decisions by observing companies listed in the Istanbul Stock Exchange (ISE) 30 Index. The stock market 
reaction to announcements of strategic investment decisions can be thought of as having two components: The first 
one is price reaction which reflects general factors influencing managerial strategic decisions and firm valuation; and 
the second one is price reactions to information that announced to the public through firm management. In the 
literature there are several hypotheses that try to explain stock market reaction to public announcements of corporate 
strategic investment decisions. One of the most widely known hypotheses is “The Shareholder Value Maximization” 
hypothesis which is also tested in this study. Shareholder value maximization is usually accepted as the appropriate 
goal in many business circles. In this study, based on Shareholder Value Maximization hypothesis we assume that 
there is a positive stock market reaction to corporate investments because the stock markets reward managers for 
developing strategies that increase shareholder wealth. The implications of a positive reaction by the stock market to 
investment announcements are vital for corporate strategy research, management practice and effectiveness and 
investment decisions 
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1. Introduction 
The central question that this paper aims to answer is whether there is a relationship between strategic 
investment decisions and stock valuation. Strategic investment decision is one among the critical 
decisions which is the major determinants of overall firms’ performance (Kannadhasan and Nandagopal, 
2010a). These would be vital at two levels: for the future operation of individual firms making investment, 
and the functioning of the economy of the nation as a whole. At the firm level, strategic investment 
decisions have implications for many aspects of operations, and often exert a crucial impact on survival, 
profitability and growth, since it involves the allocation of substantial financial, human and organizational 
resources. Therefore, strategic investment decisions have a long-term and wide range impact on the firm’s 
performance, and they could be critical to the firm’s success or failure (Kannadhasan and Nandagopal, 
2010b). These decisions may include restructuring, new process technology, organization change, 
technical projects, joint ventures, diversification, capital expenditures and so on. However, capital 
expenditures are the most widely seen strategic investment decisions. Capital expenditures generally 
create future economic benefits for the firm. Capital expenditures are the payments to buy fixed assets or 
to increase useful life of existing fixed assets. In other words, capital expenditures are made to acquire or 
enhance fixed assets such as equipment, property and industrial buildings.  
In this paper, firstly we review the literature about the over/under reaction of equity markets to 
strategic investment decision announcements by focusing on the shareholder maximization theory. In the
second section, we state our hypothesis and explain our research methodology. In third section, we 
indicate the results of our study. In the conclusion, we discuss our findings and state the implications of 
our study for the listed companies, shareholders and traders. 
2. Theoretical Background 
2.1. Strategic Investment Decisions and Stock Valuation 
All the decisions could be regarded as strategic in the sense that they had long-term implications for
the organization and helped to set its future course of action (Butler, Davies, Pike and Sharp, 1993).
Porter (1980) and Miles and Snow (1978) had tried to define some basic strategic decisions including 
vertical integration, entering to the new business, increase in capacity etc.   
Most companies undergo some variation of strategic planning. Overall company goals and measurable 
objectives for the three constituents (customers, people, shareholders), for the next year and even beyond, 
are established. These goals and objectives are then translated to the various divisions of the company, as 
well as its various product or service lines. Many successful companies will then translate these into
individual goals and objectives for each of the employees of the company. This ensures that each 
individual knows and understands their role in the achievement of the company’s goal and objectives. 
Once these goals and objectives have been cascaded throughout the organization, strategies for achieving 
these are then developed. It is during this strategic planning process that shareholder value maximization 
should be incorporated. A baseline valuation should be established as well as a target number to be 
achieved. Each goal and objective should be analyzed to determine their potential impact on value and 
whether they are contributing to the achievement of the target valuation. The company should give 
serious consideration to eliminating those matters that do not contribute to increasing shareholder value 
and replacing them with those that will. 
Three empirical studies have investigated the relationship between strategic investment 
announcements and stock prices consistent with shareholder value maximization approach. One study 
investigated the relationship between jointventure formation and announcement-day stock prices 
(McConnell and Nantell, 1985) by sampling of 210 firms involved in 136 joint ventures during 1972-79. 
Joint-venture formations were positively and significantly correlated with announcementday returns. This 
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finding was consistent with the Shareholder Value Maximization hypothesis. Another study examined the 
reaction of stock prices to 658 announcements of increases or decreases in the dollar amount of planned 
capital expenditures (McConnell and Muscarella, 1985). Announcements of increases (decreases) in 
capital budgets were significantly associated with positive (negative) abnormal stock returns for industrial 
firms but not for public utilities. The overall conclusion was that; for industrial firms, the stock market's 
reaction was consistent with the Shareholder Value Maximization hypothesis. Third study (Woolridge 
and Snow, 1990) analyzed 767 strategic investment decisions announced by 248 companies in 102 
industries and it is indicated that the stock market's reaction to strategic investments conforms most
closely to the predictions of the Shareholder Value Maximization hypothesis.  
2.2. Shareholder Value Maximization  
Financial theory posits that managers are compelled by capital market forces to make investment 
decisions aimed at maximizing firm value. According to this view, accounting-based performance 
measures such as earnings per share, return on investment, and return on equity do not properly measure 
the value of managers’ investment decisions. The true test of the long-run value of an investment decision 
is whether it creates economic value for shareholders as measured by abnormal stock returns. Therefore, 
the Shareholder Value Maximization hypothesis predicts that the stock market will react positively to 
corporate announcements of strategic investment decisions. Such decisions increase a firm’s market value 
by enhancing its ability to generate future cash flows (Rappaport, 1986; Woolridge and Snow, 1990).  
The shareholder value approach estimates the economic value of an investment by discounting 
forecasted cash flows by the cost of capital. These cash flows, in turn, serve as the foundation for 
shareholder returns from dividends and share-price appreciation (Rappaport, 2000). This approach 
enables management to test alternative strategies and select that combination of strategies that creates the 
most value for shareholders (Blyth, Friskey and Rappaport, 1986). Rappaport (1992) attempts to settle the 
debate once and for all, arguing forcefully that establishing competitive advantage and creating 
shareholder value both stem from a common economic framework.  
The purpose of this study is to investigate the stock market reaction to public announcements of 
corporate strategic investment decisions (capital expenditures) by observing companies listed in the 
Istanbul Stock Exchange (ISE). 
3. Hypothesis and Research Methodology 
3.1. Hypothesis 
Compared to managerial capitalism, shareholder value maximization states that the main purpose of 
any manager is to maximize the shareholder value, for listed companies shareholder value is represented 
by stock prices and stock returns. Following Woolridge and Snow (1990), we expect that the 
announcements of strategic investment decisions including capital expenditures will affect the value of 
the listed company positively. Consistent with shareholder value maximization hypothesis, our null and
alternative hypotheses are stated below: 
H0 : The Turkish stock market will react positively to corporate announcements of capital 
expenditures. 
H1 : The Turkish stock market will not react positively to corporate announcements of capital 
expenditures. 
3.2. Data and Sample 
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To investigate whether Turkish equity market overreacts to the announcements of capital expenditures 
or not, a sample of announcements of capital expenditures is selected from Public Disclosure Platform of 
ISE for the period July 2007 – February 2011. The announcements of listed Turkish companies (Financial
sector firms and real estate investment trust corporations are excluded from our sample.) are searched on 
the Public Disclosure Platform website. We also confirm that whether there is any other announcement 
included information about the firm’s sales or earnings on the same announcement day of capital 
expenditures. If there is such an announcement this event is excluded from our sample. This procedure is 
used to minimize the effect of extraneous influences on stock prices as suggested by Woolridge and Snow 
(1990). Our final sample contains 37 events made by 27 companies. 
3.3. Event Study Methodology 
Brown and Warner (1980) state that event studies focus on the impact of particular types of firm-
specific events on the prices of the affected firms’ securities and a major concern in those event studies 
has been to assess the extent to which security price performance around the time of the event has been 
abnormal –– that is, the extent to which security returns were different from those which would have been 
appropriate, given the model determining equilibrium expected returns.  
The impact of any event on the value of a firm’s common stock is usually assessed by measuring the 
difference between the actual and expected returns on the stock during a relevant time period surrounding 
the event which is also called as event window (Woolridge and Snow, 1990). A security’s price 
performance can only be considered “abnormal” relative to a particular benchmark. Thus, it is necessary 
to specify a model generating “normal” returns before abnormal returns can be measured (Brown and 
Warner, 1980, p.207). Brown and Warner (1980) state that there are three models to generate abnormal 
returns. One of three models for generating abnormal returns is Market Adjusted Returns model and it 
assumes that ex ante expected returns are equal across securities, but not necessarily constant for a given 
security. Since the market portfolio of risky assets M is a linear combination of all securities, it follows 
that  for any security i. The ex post abnormal return on any security i is given 
by the difference between its return and that on the market portfolio: . The Market 
Adjusted Returns model is also consistent with the Asset Pricing model if all securities have systematic 
risk of unity (Brown and Warner, p.208). The Market Adjusted Returns model is a variant of the well-
known event-study methodology pioneered by Fama et al. (1969) and Brown and Warner (1985) proved 
that the Market Adjusted Returns model is as powerful as other models of expected stock returns in 
discover significant stock price movement depending on some specific events. 
Following Woolridge and Snow (1990) in market adjusted returns model, the return for security i on 
day t (rit) can be calculated as 
rit = uit + eit  
where uit is the expected return on security i on day t, and eit represents a stochastic error term which 
has an expected value of zero and is uncorrelated over time. Solving for eit in the above equation yields 
the following: 
eit = rit – uit  
In market adjusted returns model, rit is the actual return on security i on day t, and uit is estimated as 
the mean return on the Turkish stock market (ISE All Index) for day t. Since uit is the expected return on 
security i on day t, the error term (eit) represents the unexpected or abnormal return for that day. Hence, 
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the impact of new information on the price of security i on day t is discovered through an evaluation of 
the eit values. 
To investigate whether the announcements of capital expenditures affect the stock prices, the sample 
of major capital expenditures is arranged in event time around the day that the announcement appeared in 
the public disclosure platform. In our analysis, day 0 is public disclosure platform’s announcement date, 
and eit represents the actual return on security i minus the return on Istanbul Stock Exchange All Index 
for the same day. The average abnormal return (ARt) across announcements of capital expenditures 
decisions (where the number equals n) for event day t is calculated as: 
In order to assess information effects of capital expenditures decisions over time, abnormal returns are 
cumulated over event days. The cumulative abnormal return (CARt) as of event day n is expressed as: 
All daily closing stock prices and index values are obtained from Istanbul Stock Exchange website and 
daily stock returns and ISE All Index returns are calculated depending on these daily closing prices and 
index values. Most capital expenditures announcements actually are made prior to the close of trading on 
the previous day (day -1). Therefore, the mean and cumulative abnormal returns are calculated for these 
two days (-1 and 0) to evaluate the market’s reaction to a capital expenditure announcement. Moreover,
returns are calculated for the succeeding five days in order to ensure that the full announcement effect is 
captured.  
4. Results 
Hh Summary statistics for the daily returns of our sample of 37 capital expenditures decision 
announcements are presented in Table 1 and The cumulative abnormal returns (from -1 to +5) are 
reported for days 5. Mean abnormal returns (AR), T-tests (T), and cumulative abnormal returns (CAR) 
are presented in Table 1.  
Table 1: Capital Expenditures Announcements and Stock Returns
Major Capital
Expenditures 









 -1   0.69   1.765ns 0.69  
 0 - 0.34 - 1.051ns 0.60 1.194ns
 + 5   0.85 0.892ns
ns: not significant 
Ayegül Özbebek et al. / Procedia Social and Behavioral Sciences 24 (2011) 928–934 933
For the 37 announcements of major capital expenditures, the average ARs for days -1 and 0 are 0.69 (T = 
1.765, ns) and -0.34 (T = 1.765, ns) percent respectively. In addition, the average CARs for event period 
(-1 to 0) and event period (-1 to +5) are 0.60 (T = 1.194, ns) and 0.85 (T = 0.892, ns) percent respectively. 
The overall results do not support the shareholder value maximization hypothesis which means that when
corporations announced their strategic investment decisions, the stock market does not react positively. 
5. Discussions 
Hh The findings indicates that announcements of major capital expenditures do not react stock market 
positively. Corporate managers are regularly faced with three major policy decisions-capital expenditure 
decisions, dividend (payout) decisions, and financing decisions. Recently, a number of studies have 
rigorously examined the impact of announcements of corporate financing and dividend decisions on the 
market value of firms (Chung et al. 1998). However, empirical evidence on the valuation effects of 
announcements of corporate capital expenditure decisions is relatively sparse. In this study, we provide 
additional evidence on the impact of capital expenditure decisions on stock market. 
In some cases the stock market reacted negatively to a firm’s investment announcements. The market 
may have lacked confidence in that firm’s strategy or future prospects, management’s ability to 
implement the investment project successfully or the timing of the proposed investment. Future research 
that sought to identify investment characteristics that differentiated positive from negative stock returns 
would help managers understand better how market assesses strategic decision-making (Woolridge, 
1990). 
With the exception of capital expenditures, which can be undertaken by any type of firm, favorably 
received investment announcements tended to involve actions taken by firms that Miles and Slow called 
prospectors and followers.   
At first glance, it can appear that corporate strategists could make an investment announcement merely
to increase the firm’s market value and then not implement the decision. This study only evaluated 
immediate stock price impact of major capital expenditure decisions. Therefore the findings indicates that 
announcements of major capital expenditures do not react stock market positively in ISE firms. 
6. Conclusion 
Hh Recently, the stock market has been characterized as misguided and even hostile, supposedly 
forcing managers to make strategic decisions that are not in the best long run interests of their companies 
and the whole economy.  
In this study, we examine the impact of corporate capital expenditure decisions on stock market. 
Although previous studies suggest that the market tends to react more favorably to the capital spending 
decisions of high-technology firms, their categorization of firms lacks sound economic reasoning. 
We argue that share price reaction to a firm's major capital expenditure announcements depends more 
on the market's assessment of the quality of its investment opportunities than its industry affiliation. We 
find that: announcements of increases (decreases) in capital expenditures does not affect positively the 
stock price and returns of the firms.  
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